After briefly sketching the life and times of Knut Wicksell, three primary lines of contribution are examined to illustrate Wicksell's contemporary relevance. The first is Wicksell's treatment of capital and production in relation to the theory of marginal productivity. The second is Wicksell's contribution to monetary theory, economic stability, and coordinationist macroeconomics. The third is Wicksell's contribution to just taxation and the theory of public finance. While portions of each of these three examinations will be purely descriptive, considerable attention will also be given in each part to some centemporary themes that can plausiblly be claimed to reflect a Wicksellian orientation. 
examine the three areas of Wicksell's work that account for most of his scholarly reputation. These are his contributions to marginal productivity theory, his integration of capital and money to provide a framework for exploring macro fluctuations, and his theorizing about public finance and collective action.
I should perhaps note that it is not my intent here to engage in any effort at historical reconstruction. Rather, my intent is to undertake a form of contemporaneous reflection upon some of the places where Wicksell's work speaks to contemporary issues in economic theory, thereby placing Wicksell within the "extended present," to use a term from Kenneth Boulding (1971) Third, I examine Wicksell's contribution to public finance. His major book on public finance was published in 1896, Finanztheoretische Untersuchungen.
The first of the books' three essays undertook an analysis of tax incidence while making use of Böhm-Bawerk's framework of a structure of production. This essay on tax incidence has been vastly overshadowed by his second essay on a new principle of just taxation. This essay asked what kind of institutional framework for parliamentary governance might make it possible for the state to act as a productive participant within the economic life of a society. Hardly anyone would dispute the statement that a government should expand its services so long as the value that is created exceeds the cost that people must bear through the value they must sacrifice to pay for those services. But how might this situation actually be achieved? The difficulty of the challenge has led many scholars to avoid it, either by refusing to examine government or by asserting that the appropriate budgetary magnitudes are tautologically those that governments establish. In contrast to those scholars, Wicksell approached the topic directly. He advanced an institutional framework for accomplishing this end, and in so doing showed how the Pareto principle could be made applicable to the state, which is something that Pareto did not think possible.
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Capital, production, and stationary states
A huge turn-of-the-century controversy developed among economists over the laws of return. 5 The marginal productivity theory of factor pricing held that the prices paid to inputs were equal to the values of their marginal products. All units of a like input receive the price received by the marginal input. This formulation brought the problem of adding up or product exhaustion to the foreground of analytical attention. Let total output be produced by the two inputs, labor and capital. Each unit of labor is priced at its marginal product, and so is each unit of capital. The total amount paid to labor is the product of the marginal product of labor and the amount of labor. Similarly, the total amount paid to capital is the product of the marginal product of capital and the amount of capital.
The problem of product exhaustion concerns whether the total amount paid to the inputs adds up to the total amount of product. Logically, there are three possibilities. One is where input payments are exactly equal to the total product. This would seem to be a happy situation, much like a clerk whose cash box balances at the end of a day. As with the case of the clerk, there are two situations that are not so conducive to a restful repose. One is over-exhaustion of the product. Not enough product is available for factors to be paid according to their marginal products. People will have to accept less than the values of their marginal products to cover the deficiency. The other unhappy situation is under-exhaustion. In this case, there is product left over after factors have been paid according to their marginal products. There is a surplus value for someone to capture or otherwise distribute.
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The theorists of the time were attracted to the nice properties of exact exhaustion. A regime of free competition would seem more pleasant if it turned out that payments according to marginal productivity were to equal exactly the amount produced within the economy. A theorem from Euler showed that this would happen if output in a society were generated according to a production function that was linear and homogeneous. The aggregate production function acquired a significance in economic discourse that it has never lost, despite its obviously fictive character. Where some authors were content to postulate linear homogeneity as an assumption and proceed, Wicksell took the argument further.
Suppose exact exhaustion did not prevail. This would mean either that some people were getting too much or too little, in comparison with their marginal products. Under free competition, this situation was not consistent with a stationary state. People would be repelled from situations where they were asked to take less than their marginal products. They would be attracted into situations where they could receive more than their marginal products. Hence, a stationary equilibrium will require product exhaustion. This does not require some production function to be linearly homogeneous, but only that an existing production function share a point of tangency with such a function.
Product exhaustion under free competition was thought by many to be an The tenacious hold of marginal productivity theory on the allegiance of economists is simultaneously troubling and instructive. It is troubling because of its readily apparent inadequacies. It is a totally logical construction that is disconnected from any movement of a society through time. To be sure, stationary state modeling commanded stronger allegiance among economists a century ago than it does now. Wicksell, for his part, seemed to think that a model of a stationary state was not too bad of an approximation. He thought that the 19 th century was a period of rapid invention that was not likely to be repeated in the future. It is notable that marginal productivity theory has been subject to 11 precious little effort at direct testing that would develop independent estimates of marginal productivity and check those observations against actual factor payments. To the contrary, they typical procedure is to take observed factor payments as a measure of marginal products.
At the same time, the experience with the survival of marginal productivity theory provides excellent instruction about the often-made point that it takes a theory, not a criticism, to displace a theory. While marginal productivity theory has no independent claim to scientific validity, it is an essential building block in the edifice of contemporary general equilibrium theory. Take away marginal productivity theory, and theories concerning factor markets and business firms loose their explanatory punch.
While Wicksell developed his analysis of marginal productivity within the framework of a stationary state, he also worked with the notion of a structure of production. Within a stationary state, however, a structure of production adds nothing but analytical clutter. Consider a simple process where wine is aged eight years before it is consumed. In the stationary setting, wine that is eight years old is replaced each year by new wine, with the older wine then consumed. A Böhm-Bawerkian or Wicksellian production function would state that ( )
where L denotes labor input, K capital input, and t the passing of time.
In the stationary state, however, the incorporation of time adds complexity without changing anything else, and so, following the razor principle articulated A focus on a structure of production in place of a circular flow requires a vision of the economic process other than that of a stationary state. The methods that economists have used throughout most of the 20 th century, however, were more suitable for the examination of equilibrium stationary states.
With the growing interest in evolutionary and other forms of non-equilibrium modeling that is now underway, I think it is quite likely that economists will come more fully to incorporate structural formulations of production into their models. 
Money, interest, and a coordinationist macroeconomics
The structure of production within a society is governed by time preferences and the opportunities for the productive employment of capital.
Consider such an elemental aspect of life as the ability to consume potable water. The supply of potable water that is available within a society can be 13 expanded by the development of bottling facilities, the construction of reservoirs, and through research into such matters as the treatment and recycling of waste water and technologies for reducing evaporation. An expansion in bottling capacity will result pretty quickly in an increased availability of water. The construction of a reservoir will require a longer wait before increased water is available for consumption. The creation of a laboratory to conduct research into methods of treatment, and the technologies to implement those methods, will involve a still longer period before the fruits show up in an increased availability of water for current consumption. Research into evaporation may take even longer to yield increased supplies of potable water.
What governs the concrete structure of production within a society is the willingness of people to delay consumption, which is represented by time preference, in relation to the returns from doing so. A society whose members truly believed that the end of the world was at hand would construct neither laboratories nor reservoirs. Whether water might be bottled would depend on just what concrete duration "at hand" might refer to. In any case, lower rates of time preference within a society would correspond generally to a structure of production that included a larger number of projects whose contribution to consumption resided in the future. 8 Time preference would also play a part in governing such things as how many resources are placed into bottling and otherwise storing water, relative to resources placed into such activities as research into water purification or evaporation.
14 To this framework of a structure of production, Wicksell postulated the existence of two distinct rates of interest. One was the natural rate of interest. This is a purely analytical construct, as distinct from the interest rates that can be observed directly on the financial pages of newspapers. It is the rate of interest that would generate an equilibrium structure or pattern of production in light of time preferences and the returns from the creation of capital goods. As an exercise in comparative statics, a fall in the natural rate of interest would lead to a deepening of the structure of production, whereas a rise would lead to a more shallow structure of production.
The natural rate of interest is a kind of analytical foil that accepts the contemporary convention among economists that the real economy can be directly accessed independently of money-assisted inference. There is no room in this formulation for any recognition that money, like language, is a tool for reasoned thought. This construction leads to a general equilibrium theory of a barter economy, where money is introduced as an afterthought. The reality, of course, is that modern economic life would have been impossible without money, just as it would have been impossible without language. This formulation in terms of a general equilibrium of the real economy injects a massive fiction to attain analytical tractability, though the nature of this tradeoff is much clearer now than it was a century ago.
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The natural rate of interest is the imagined rate of interest that secures equilibrium within the structure of production, as this was modeled in the barter economy of general equilibrium theory. Within this equilibrium constellation of relationships, the market rate of interest on actual loans would equal the natural rate of interest. This equality was invoked as a necessary condition for equilibrium, just as product exhaustion was invoked as a necessary condition for equilibrium.
Anything that disturbed the equality between the natural and loan rates of interest would disturb the stationary equilibrium. Any divergence between the two rates would set in motion a process of expansion or contraction. Which would occur would depend on the direction of divergence. For instance, the invention of new technologies might increase the natural rate of interest. With a loan rate that now provided entrepreneurs with profitable borrowing opportunities that were not there prior to the invention of the new technologies, a capital expansion will take place, and will continue until the two rates are restored to equality once again. Wicksell's analytics in Interest and Prices were of real changes that led to changes in the structure of production. In the 1930s, however, Myrdal and Hayek shared a similar orientation toward economic instability. At base, instability was rooted in pricing problems due to the operation of money and credit that led to miscoordination in savinginvestment relationships. Business cycles were conceptualized as products of miscoordination among market participants. Whereas we normally assert that market prices facilitate economic coordination, the neo-Wicksellian approach to cycles sought to explore how market prices might generate miscoordination.
In the business cycle literature in the 1930s, the Austrian and Swedish contributions commanded strong professional respect. This can be seen clearly by consulting such treatises as Gottfried Haberler (1937) and Alec Macfie (1934) .
To be sure, these were not the only approaches that were discussed at that time.
A version of monetarism, associated particularly strongly with Ralph Hawtry, also commanded professional respect. Twenty years later, the length of time that Rip van Winkle napped, the professional landscape had changed dramatically. The into macro theory, a good illustration of which is Leijonhufvud (1981) . I think there is a good chance that people describing the state of business cycle theory twenty years hence will refer once again to a neo-Wicksellian frame of reference, in one fashion or another.
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Just taxation and the theory of public finance
Two principle approaches to public finance can be identified today, and Knut Wicksell stands as the primary source of influence over one of those approaches. If those two approaches were to be identified in terms of economists who wrote a century ago, they could well be identified as the Edgeworthian and Wicksellian approaches. The Edgeworthian approach to public finance locates the state outside the economic process. The state is construed as an entity that intervenes into the economy to promote its purposes, however these might be defined. Usually these purposes are defined in terms of some notion of maximizing a social welfare function. In any case, and most significantly, the phenomenon of public finance arise out of the choices of some Wicksell's particular institutional interest was his effort to describe a network of institutional relationships that would make it possible for people in their capacities as taxpayers reasonably to say that their tax monies were directed as they wished. The ability for people to say this would locate government on the same plane as other economic participants. Wicksell assumed that through proportional representation it would be possible to select a parliament that would serve reasonably well as a miniature model of the Swedish population. If this parliament were then bound by a rule of unanimity, its decisions would conform closely to unanimity within the underlying population.
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The state would participate within the economic process on the same terms as other participants. Its size relative to that of other organizations in society would depend on the effectiveness of its officers in gaining acceptance for proposals in parliament, relative to the ability of other producers to gain favor from people.
Wicksell did not truly advocate a rule of unanimity. Rather he articulated a principle of unanimity, which he relaxed to a practical rule of approximate unanimity, which he illustrated by such notions as three-quarters and seveneighths. Wicksell recognized that this shift to approximate unanimity involved the creation of a tradeoff. True unanimity would insure that people would not have to pay taxes for activities they were not willing to support. But it would also prove costly to any effort of trying truly to work out arrangements for collective support.
Some modest movement away from unanimity might, Wicksell thought, be a reasonable compromise to expediency. James Buchanan and Gordon Tullock (1962) subsequently converted this compromise to expediency into a framework for constitutional analysis, and which can be traced through to the contemporary scholarship on public choice and constitutional economics.
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The Wicksellian tradeoff, as adumbrated by Buchanan and Tullock, shows some important affinities between constitutional theory and statistical decision theory. Within the framework of decision theory, there are two kinds of error. A proposition can be called true when it is false, or it can be called false when it is true. The chance of making one type of error can be reduced by imposing more stringent requirements, but this necessarily brings with it an increased chance of making the other type of error. Perfection is not possible. Errors will be unaviodable, and all that can be controlled is the relative mixture of the two types of error.
What holds for decision theory holds for the conduct of the state as well.
In the limit, a rule of complete unanimity will prevent the error of undertaking expenditure programs that are not judged to be worthwhile to taxpayers.
Unanimity will also, however, lead to a failure to undertake some volume of programs that would have been worthwhile to taxpayers, only they became buried beneath the complexities and strategies of complex bargaining processes.
A reduction in the degree of consent that is required to undertake collective action reduces the error of failing to undertake beneficial activities. At the same time, however, it necessarily increases the error of undertaking activities that
were not worthwhile to taxpayers, as against being worthwhile only to subsets of taxpayers because the costs were placed on others.
The present value of the Wicksellian legacy
With the passing of time a scholar's influence must almost invariably wane. Even if the scholar is dealing with eternal conundrums, his influence will almost surely diminish as new scholars come to insert their efforts into the world.
Some of this will be due to new formulations, and some will be due to the development of new technologies for thinking. In any case, a scholar's influence is a wasting asset. Very few old books in the libraries find readers, and this is as it must and should be.
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While Wicksell is less influential than he was a century ago, he continues nonetheless to exert a notable influence over significant precincts within economic scholarship, even if that influence is not always be recognized by contemporary practitioners. This influence is surely most notable in public finance, particularly that portion associated with public choice and constitutional economics. This influence, of course, does not reside so much in the details of Wicksell's own analytical models as in his orientation toward his subject matter.
Wicksell's influence likewise remains notable in matters concerning money and the macro economy. This influence, moreover, may well experience some expansion in coming years, if coordination comes to exert an increasing claim upon the attention of economists concerned with explaining general economic conditions.
